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DEPARTMENT  OF  HOUSING  AND 
URBAN  DEVELOPMENT 

24  CFR  Part  868 

[Docket  No.  R-79-637] 

Low-Income  Housing;  Modernization 
Program— PHA-Owned  Projects 

agency:  Department  of  Housing  and 
Urban  Development  (HUD). 
action:  Final  rule. 

summary:  hud  is  issuing  a  final  rule 
amending  Part  868  to  make  the  Public 
Housing  Modernization  Program 
applicable  to  homeownership  projects 
under  the  Turnkey  III  Homeownership 
Opportunities  Program  and  the  Mutual 
Help  Homeownership  Opportunities 
Program,  and  to  incorporate  other 
changes  whi6h  are  relatively  minor. 
EFFECTIVE  DATE:  December  6. 1979. 

FOR  FURTHER  INFORMATION  CONTACT: 
Wayne  Hunter,  Office  of  Public 
Housing,  Department  of  Housing  and 
Urban  Development,  451  Seventh  Street, 
S.VV..  Washington,  D.C.  20410,  (202J  755- 
6460  (this  is  not  a  toll-free  number). 
SUPPLEMENTARY  INFORMATION:  On  April 
27. 1979,  the  Department  of  Housing  and 
Urban  Development  published  a  Notice 
of  Proposed  Rulemaking  (44  FR  25142)  to 
amend  its  existing  rule  on  the  Public 
Housing  Modernization  Program  (24 
CFR  868),  for  the  primary  purpose  of 
making  that  program  applicable  to 
homeownership  opportunity  projects. 
Comments  were  invited  until  June  26, 
1979. 

Comments  were  received  from  six 
organizations  and  individuals.  Each 
comment  was  carefully  considered.  The 
following  is  a  summary  of  the  changes 
made  to  the  proposed  rule  and  of  the 
comments  received. 

The  format  of  the  final  rule  represents 
a  change  from  that  indicated  by  the 
proposed  rule.  Under  the  proposed  rule. 
Part  868  would  have  been  divided  into 
two  subparts — one  (Subpart  A)  covering 
modem'zation  of  rental  projects  only, 
and  the  other  (Subpart  B)  covering 
modernization  of  homeownership 
projects  only  (Turnkey  III  and  Mutual 
Help).  Each  of  these  subparts  was  to 
have  contained  a  largely  complete  set  of 
program  provisions.  Because  most  of  the 
provisions  of  the  existing  rule,  already 
applicable  to  rental  projects,  were  to 
have  been  equally  applicable  to 
homeownership  projects,  much  of 
Subpart  B  of  the  proposed  rule  merely 
repeated  provisions  of  Subpart  A.  The 
comments  on  the  proposed  rule 
indicated  that  this  format  was 
confusing,  creating  the  impression  that 


essentially  separate  programs  were 
being  established  for  rental  and 
homeownership  projects  and  that  some 
existing  program  procedures,  as 
repeated  in  Subpart  B  of  the  proposed 
rule,  represented  completely  new 
requirements. 

The  basic  purpose  of  these 
amendments  is  to  make  the 
Modernization  Program  applicable  to 
homeownership  projects.  Although  the 
proposed  rule  indicated  a  number  of 
significant  differences  in  how  the 
program  would  be  applied  to  rental  and 
homeownership  projects,  most  policies 
and  procedures  were  meant  to  be 
equally  applicable  to  both  types  of 
public  housing  projects.  It  was  not 
intended  to  establish,  either  in  form  or 
in  substance,  two  separate 
Modernization  Programs. 

Accordingly,  the  final  rule  is  not 
divided  into  subparts.  It  sets  forth  a 
single  set  of  program  requirements, 
indicating  at  the  outset  that  they  are 
generally  applicable  to  all  public 
housing  projects  owned  by  public 
housing  agencies  (PHAs).  Where  a 
specific  provision  is  applicable  only  to 
rental  projects  or  to  homeownership 
projects,  it  contains  an  express 
statement  to  that  effect.  Otherwise,  each 
provision  of  the  rule  is  applicable  to 
both  types  of  projects. 

This  change  in  format  does  not  affect 
the  substance  of  the  rule.  In  order  to 
provide  a  complete,  updated  reference, 
the  final  rule  sets  forth  Part  868  in  its 
entirety,  with  amendments  adopted  as  a 
consequence  of  the  proposed  rule.  The 
following  is  an  explanation  of  these 
amendments,  with  discussion  of  the 
comments  on  the  proposed  rule. 

The  table  of  contents  has  been 
changed  to  reflect  the  reorganization  of 
the  text.  In  §  868.1,  language  which 
stated  that  the  part  was  not  applicable 
to  homeownership  projects  (Turnkey  III 
and  Mutual  Help)  has  been  deleted.  In 
response  to  one  comment,  language  has 
been  added  to  make  it  clear  that  ^e 
term  “Public  Housing  Agencies”  (PHAs) 
includes  Indian  Housing  Authorities 
(IHAs). 

The  section  on  definitions  (Section 
868.2  in  both  the  final  rule  and  the 
previous  rule)  incorporates  the 
definition  of  “Homebuyer  Agreement,” 
as  it  was  stated  in  §  868.202  of  the 
proposed  rule. 

T^e  section  on  priority  work  items 
(Section  868.3  of  the  previous  rule  as 
well  as  this  final  rule)  is  unchanged  from 
the  previous  rule,  except  for  inclusion  of 
the  reference  to  tribal  law  and  insertion 
of  the  word  “applicable.” 

Procedural  changes  which  were 
reflected  in  the  proposed  rule  have  been 
incorporated  in  §  868.4  (the  parallel 


provision  of  the  previous  rule  had  the 
same  number).  Under  paragraph  (g)(3), 
reference  to  tribal  government  is 
inserted.  Paragraph  (h)  has  been 
modified  to  a  more  concise  form, 
without  substantive  change. 

Paragraph  (i)  of  §  868.4  imposes  an 
unqualified  prohibition  against  the  use 
of  modernization  funds  to  correct 
construction  and  design  deficiencies.  A 
number  of  commentors  objected  to  this 
change  (reflected  in  the  proposed  rule  as 
an  amendment  to  §  868.104(1)  and  also  in 
§  868.203(1)).  Some  of  these  comments 
failed  to  recognize  the  distinction 
between  true  deficiencies  in  design  and 
construction,  on  the  one  hand,  and 
needs  attributable  to  changes  in  building 
standards,  on  the  other.  Accordingly,  the 
prohibition  has  been  changed  to  refer  to 
“construction  and  design  deficiencies 
which  are  attributable  to  failure  to 
implement  HUD-approved  design  and 
constniction  standards  which  were 
applicable  at  the  time  of  the  project’s 
development.” 

Thus,  capital  improvements  necessary 
to  satisfy  higher  standards  than  those 
employed  at  the  time  of  original 
development  remain  eligible 
modernization  work  items.  In  the  case  of 
deficiencies  attributable  to  failure  to 
implement  HUD-approved  design  and 
construction  standards  which  were 
applicable  at  the  time  of  the  project’s 
development,  the  PHA  is  expected, 
where  justified  by  the  circumstances,  to 
look  to  its  contractors  for  correction  or 
remedia-1  action.  If  this  recourse  is  not 
available,  consideration  should  be  given 
to  additional  HUD  development  funding. 

Also  in  §  868.4,  paragraph  (j)  reflects  a 
change  from  the  parallel  provision  of  the 
previous  rule  (also  Section  868.4(k)),  by 
adding  a  cross-reference  to  homebuyer 
participation  requirements. 

Paragraph  (k)  of  §  868.4  combines 
certain  references  to  applicable  statutes 
and  Executive  Orders. 

Paragraph  (1)  under  §  868.4  is  a 
modified  version  of  §  B68.203(d)  of  the 
proposed  rule.  Some  commentors 
objected  to  the  prohibition  against  the 
use  of  modernization  funds,  in  the  case 
of  homeownership,  for  major  repairs  or 
replacements.  The  rationale  for  this 
limitation  is  that  homeownership 
programs  require  that  replacements  and 
repairs  be  provided  for  by  the 
homebuyer  or  be  paid  for  out  of 
nonroutine  maintenance  reserves. 

The  final  rule  contains  alternative 
provisions  on  resident  participation.  The 
first  of  these  is  §  868.5,  which  is  the 
same  as  the  parallel  provision  of  the 
previous  rule  (also  numbered  §  868.5), 
except  that,  in  the  final  rule,  language  is 
added  to  make  it  clear  that  this 
provision  applies  to  rental  projects  only. 


Federal  Register  /  Vol.  44,  No.  216  /  Tuesday,  November  6,  1979  /  Rules  and  Regulations  64197 


The  second  of  these  is  S  865.6  which 
applies  to  homeownership  projects  only, 
liiis  section  is  a  slightly  modified 
version  of  the  provision  published  as 
§  868.205  of  the  proposed  rule. 

With  regard  to  this  provision,  one 
comment  advocated  revision  of  the 
proposed  rule  to  insure  that  homebuyer 
families  know  the  cost  of  the 
modernization  work  and  the  terms  of 
their  revised  homeownership 
agreements  before  the  work  is  done.  It 
is,  of  course,  impossible  to  know  the 
exact  actual  cost  until  the  work  is 
completed,  although  initial  estimates 
should  be  as  accurate  as  possible. 
Therefore,  to  avoid  an  open-ended 
obligation  on  the  part  of  the  homebuyer, 
this  regulation  requires  that  the 
homebuyer’s  agreement,  under 
§  868.6(d)  will  limit  the  homebuyer’s 
obligation  to  a  specified  estimated 
amount.  Accordingly,  the  final  rule 
refers  to  the  estimated  modernization 
costs  and  not  (as  in  paragraphs  (b)  and 
(d)  of  the  S  868.205  of  the  proposed  rule) 
to  "actual”  costs.  Thus,  the  cost  which  is 
to  be  assumed  as  the  homebuyer’s 
obligation  will  be  the  cost  which  is 
estimated,  submitted  and  approved  in 
the  Final  Application. 

The  final  liile’s  §  §  868.7  and  868.8 
incorporate  two  provisions  of  the 
existing  rule  (Sections  868.6  and  868.6a), 
with  oidy  minor  changes.  A  reference  to 
the  tribal  cooperation  ordinance  has 
been  added  in  §  868.7(d)(5).  In  §  868.8(b). 
language  has  been  added  to  make  it 
clear  that  the  requirement  for  continued 
low-income  use  is  not  intended  to 
preclude  sale  of  units  to  homebuyers  in 
accordance  with  ACCs  for  Turnkey  III 
and  Mutual  Help  projects. 

One  comment  expressed  concern  over 
whether  the  standard  20-year  annual 
contributions  period  for  the  PHA’s 
modernization  debt  (Section  868.8  of  t>  > 
final  rule)  would  be  the  basis  for 
extending  the  homebuyer’s  purchase 
price  amortization  period.  'Ilie  answer  is 
no.  The  extension  of  the  homebuyer’s 
purchase  price  amortization  period  is 
independently  determined  under 
§  868.18,  by  the  proportionate  increase 
in  the  purchase  price. 

For  those  projects  in  which  each 
homebuyer  has  been  provided  with  a 
purchase  price  schedule  based  on  a 
fixed  number  of  years,  this  schedule  is 
extended  for  an  additional  period 
proportional  to  the  modernization  cost 
increase  in  the  total  purchase  price.  The 
homebuyer  will  be  furnished  with  a  new 
purchase  price  schedule  based  on  the 
longer  period,  but  commencing  on  the 
same  day  as  the  original  purchase  price 
schedule. 

For  homebuyers  in  Mutual  Help 
projects  that  were  placed  under  ACC 


before  March  9. 1976,  and  not  converted 
in  accordance  with  24  CFR  805.428,  the 
homebuyers  do  not  have  a  purchase 
price  schedule  based  upon  any  fixed 
number  of  years  because  the  purchase 
price  for  these  homebuyers  is  based 
upon  the  imamortized  balance  of  the 
project’s  development  debt  attributable 
to  the  home.  For  this  reason,  it  was 
determined  that  a  separate  additional 
purchase  price  schedule  should  be 
furnished  to  the  homebuyer  with  respect 
to  its  share  of  the  modernization  cost 
only.  This  modernization  cost  schedule 
will  also  commence  on  the  date  of 
original  occupancy  of  the  home,  and  it 
will  continue  for  25  years  plus  an 
additional  period  proportional  to  the 
increase  in  cost  resulting  from  the 
modernization.  Twenty-five  years  is 
used  as  the  basis  for  this  calculation 
because  that  is  the  number  of  years  used 
in  the  purchase  price  schedules 
provided  pursuant  to  current  HUD 
Regulations  in  the  Mutual  Help  Program. 

The  final  rule’s  §  868.9,  concerning 
contracting  requirements,  makes  no 
change  in  the  parallel  provisions  of  the 
previous  regulation  (Section  868.7), 
except  for  the  insertion  of  references  to 
tribal  law.  Despite  the  insertion  of  these 
references  in  the  parallel  provision  of 
Subpart  B  of  the  proposed  rule  (Section 
868.207),  one  comment  argued  that  the 
references  to  state  and  local  laws  were 
in  derogation  of  the  sovereignty  of 
Indian  tribes  which  are  not  subject  to 
state  and  local  laws.  This  was  not  the 
intent  of  the  proposed  rule,  nor  is  it  the 
intent  of  the  final  rule.  'The  applicability 
of  the  law  of  a  particular  state.  Indian 
tribe  or  local  jurisdiction  is,  of  course,  a 
matter  for  legal  determination  in  each 
case. 

Another  comment  advocated  a 
restatement  under  the  provision  on 
contracting  requirements  (Section  868.9 
of  the  final  rule)  of  the  Federal  statutory 
requirements  for  Indian  preference  in 
employment  and  contracting.  This  is 
unnecessary.  The  point  is  already 
covered  by  §  868.4(h).  which  refers 
specifically  to  §  §  805.105  and  106  where 
the  subject  of  Indian  preference  is 
explained. 

The  section  on  labor  provisions 
(Section  868.10)  is  as  set  forth  in 
§  §  868.108  and  868.208  of  the  proposed 
rule.  Two  commentors  expressed 
dissatisfaction  with  this  provision.  One 
of  them  maintained  that  Davis-Bacon 
wage  rates  should  apply  to  all 
modernization  work  in  excess  of 
$10,000.00.  The  other  reflected  concern 
that  Davis-Bacon  wage  rates  would  add 
a  financial  burden  for  the  homebuyer, 
because  the  cost  of  the  modernization 
work  would  be  added  to  the 


homebuyer’s  purchase  price,  and 
recommended  that  smaller  jobs  be 
exempted  from  Davis-Bacon 
requirements.  The  scope  of  Davis-Bacon 
coverage  depends  on  the  nature  of  the 
work,  not  its  cost,  so  that  distinctions 
specified  in  S  868.10  are  valid.  The 
Department  is  not  legally  authorized  to 
grant  exemptions  where  Davis-Bacon 
coverage  is  required  by  statute. 

The  final  rule’s  sections  on  requests 
for  modernization  funds  (Section  868.11), 
monitoring  and  evaluation  (Section 

868.12) ,  revisions  of  the  modernization 
program  budget  (Section  868.13), 
revisions  of  the  modernization  work 
program  (Section  868.14)  and  completion 
of  modernization  programs  (Section 
868.15)  incorporate  parallel  provisions  of 
the  previous  rule  (Sections  868.9  through 

868.13)  with  only  minor  changes. 

'The  last  section  of  the  final  rule 

(Section  868.16)  pertains  to 
homeownership  projects  only  and  is  a 
revised  version  of  the  parallel  provision 
of  the  proposed  rule  (Section  8^.214). 

A  number  of  other  comments  on  the 
proposed  regulation  touched  on  a 
variety  of  relatively  minor  points  of 
interpretation,  most  of  them  involving 
provisions  of  the  previous  regulation, 
which  would  be  applicable  to  both 
rental  and  homeownership  projects.  The 
need  for  procedural  clarification 
indicated  by  these  comments  would  best 
be  met  by  revision  of  the  program 
Handbooks. 

Finally,  one  commentor  directed  a 
series  of  general  comments  at  what 
were  characterized  as  excessive 
administration  burdens  on  the  PHA. 
Although  these  comments  did  not  reflect 
an  understanding  of  the  basic  structure 
of  the  modernization  program  and  the 
legal  relationship  between  the  PHA  and 
HUD,  the  Department  is  keenly  aware  of 
the  desirability  of  streamlining 
procedures  and  minimizing  the 
administrative  burdens  of  the  programs. 
As  continuing  efforts  are  made  in  that 
direction,  specific  recommendations 
fi-om  PHAs  or  other  interested  parties 
will  receive  careful  consideration. 

A  Finding  of  Inapplicability  with 
respect  to  environmental  impact  has 
been  prepared  in  accordance  with  HUD 
Procedures  for  Protection  and 
Enhancement  of  Environmental  Quality. 
This  Rule  has  been  evaluated  and  has 
been  found  not  to  have  major  economic 
consequences  for  the  general  economy 
or  for  individual  industries,  geographic 
regions  or  levels  of  government.  Copies 
of  the  Findings  are  available  for 
inspection  during  regular  business  hours 
in  the  Office  of  £e  Rules  Docket  Clerk, 
Room  5218,  Office  of  the  General 
Counsel,  Department  of  Housing  and 
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Urban  Development,  451  7th  Street  SW., 
Washington,  D.C.  20410. 

Accordingly,  24  CFR  868  is  amended 
to  read  as  follows: 

PART  868— MODERNIZATION 
PROGRAM— PHA-OWNED  PROJECTS 

Sec. 

868.1  Purpose  and  scope. 

868.2  Definitions. 

868.3  Priority  work  items. 

868.4  Eligibility  requirements  for  an 
allocation  of  mcklemization  funds. 

868.5  Resident  participation-T^ntal  project 

868.6  Homebuyer  participation — 
homeownership  project 

868.7  Procedures  for  obtaining  approval  of  a 
modernization  program. 

868.8  Modernization  project 

868.9  Contracting  requirements. 

868.10  Labor  provisions. 

868.11  Requests  for  modernization  funds. 

868.12  Monitoring  and  evaluation. 

868.13  Revisions  of  the  modernization 
program  budget 

868.14  Revisions  of  the  modernization  work 
programs. 

868.15  Completion  of  modernization 
programs. 

868.16  Effect  on  purchase  price  and 
amortization  period. 

Authority:  United  States  Housing  Act  of 
1937  (42  U.S.C.  1437  et  seq.),  sec.  7(d), 
Department  of  HUD  Act  (42  U.S.C  3535(d)). 

§  868.1  Purpose  and  scope. 

The  purpose  of  this  Part  is  to 
prescribe  requirements  and  procedures 
for  Modernization  by  Public  Housing 
Agencies  (PHAs) — including  Indian 
Housing  Authorities  (IHAs) — of  PHA- 
owned  low-income  public  housing 
projects,  including  conveyed  Lanham 
and  Public  Works  Administration 
(PWA)  projects,  to  upgrade  living 
conditions,  correct  physical  deffcienices, 
and  achieve  operating  efficiency  and 
economy.  This  Part  does  not  apply  to  the 
Section  23  and  Section  10(c)  Leased 
Housing  Programs,  the  Section  23 
Housing  Assistance  Payments  Program, 
the  Section  8  Housing  Assistance 
Payments  Program,  or  the 
Modernization  of  low-income  public 
housing  projects  undertaken  with  funds 
derived  from  the  Commimity 
Development  Block  Grant  Program 
imder  Title  I  of  the  Housing  and 
Community  Development  Act  of  1974  (42 
U.S.C.  5301-5316). 

§868.2  Definitions 
As  used  in  this  Part: 

“Act"  means  the  United  States 
Housing  Act  of  1937,  as  amended  (42 
U.S.C.  1437  et  seq.). 

“Annual  Contributions  Contract" 
(ACC)  means  a  contract  under  the  Act 
between  the  Department  of  Housing  and 
Urban  Development  (HUD)  and  the 
PHA,  containing  the  terms  and 


conditions  under  which  the  Secretary 
makes  loans  and  annual  contributions  to 
assist  PHAs  in  providing  decent,  safe, 
and  sanitary  housing  for  families  of  low- 
income,  and  provides  modernization 
funds  to  PHAs  to  modernize  PHA- 
owned,  low-income  public  housing 
projects. 

"Force  Account  Labor"  means  labor 
employed  directly  by  the  PHA  on  a 
permanent  or  a  temporary  basis. 

“Homebuyer  Agreement"  means  a 
Mutual  Help  and  Occupancy  Agreement 
or  a  Turnkey  HI  Homebuyer's 
Ownership  Opportimity  Agreement. 

“Major  Repairs"  means  work  items 
that  are  usually  not  recurrent,  are 
substantial  in  scope,  involve 
expenditures  that  would  otherwise 
materially  distort  the  level  trend  of 
maintenance  expense,  are  not  the  result 
of  PHA  failure  to  perform  adequate 
maintenance  during  the  period  after 
April  1, 1975,  and  may  include  the 
replacement  of  structural  elements  due 
to  normal  wear  and  tear  by  items  of 
substantially  the  same  kind. 

“Modernization"  means  capital 
improvements,  such  as  alterations, 
betterments,  additions,  replacements  or 
major  repairs,  that  appreciably  extend 
the  useful  life  of  the  property  (site, 
structures,  or  nonexpendable 
equipment),  increase  its  value  or  utility, 
or  make  it  more  suitable  for  its  intended 
use. 

“Modernization  funds"  means  funds 
derived  from  an  allocation  of  contract 
authority  under  section  5  of  the  Act  for 
the  purpose  of  financing  capital 
improvements  imder  an  approved 
modernization  program. 

“Operating  Funds"  means  all  project 
revenues  (dwelling  rentals,  interest 
income  received  during  the  operation  of 
the  project,  etc.),  operating  reserves,  and 
HUD  operating  subsidies  as  shown  on 
the  PHA's  approved  operating  budget. 

“Work  Items"  means  any  separately 
identifiable  unit  of  work  constituting  a 
part  of  a  modernization  program. 

§  868.3  Priority  work  Items. 

Work  Items  relating  to  energy 
conservation,  compliance  with 
applicable  Federal,  State,  tribal  and 
local  laws  relating  to  health  and  safety, 
preservation  of  the  basic  integrity  of  the 
structures  and  systems,  and  immediate 
and  demonstrable  cost-savings  to  the 
PHA  are  priority  work  items. 

§  868.4  EUglbinty  requirsments  for  an 
allocation  of  modamization  funds. 

To  be  eligible  for  an  allocation  of 
modernization  funds,  the  PHA  shall: 

(a)  Present  evidence  of  the  actual 
need  for  the  proposed  work  items; 


(b)  Propose  the  most  economical  way 
of  accomplishing  needed  work  items; 

(c)  Provide  accurate  cost  estimates; 

(d)  Limit  proposed  modernization 
expenditures  to  eligible  work  items; 

(e)  Limit  proposed  work  items  to  work 
items  that  cannot  be  funded  from 
current  operating  funds  or  development 
funds; 

(f)  Resent  evidence  of  management 
capability  to  complete  the  proposed 
modernization  program  within  a  two- 
year  period  beginning  after  amendment 
of  the  ACC; 

(g)  Present  a  plan  acceptable  to  HUD 
for  the  correction  of  any  deficiencies  in 
management  practices  for. 

(1)  Routine  maintenance  operations; 

(2)  Preventive  maintenance; 

(3)  Services  and  support  from  local, 
tribal,  and  State  government  and 
community  organizations  for  the  project, 
including  the  ongoing  operations  of  any 
recreational  and  community  facilities; 

(4)  Rent  collection  policies  and 
practices; 

(5)  Tenant  selection  policies; 

(6)  PHA  progress  in  achieving  resident 
employment  where  the  PHA  operates 
more  ffian  500  dwelling  units;  or 

(7)  Other  PHA  management  practices 
specifically  identified  by  HUD. 

(h)  In  the  case  of  PHAs  other  than 
IHAs,  present  a  signed  certificate  on  the 
prescribed  form  of  the  PHA’s  intention 
to  comply  with  Title  VI  of  the  Civil 
Rights  Act  of  1964,  Title  VIII  of  the  Civil 
Rights  Act  of  1968,  Executive  Order 
11063,  Executive  Order  11246,  and 
Section  3  of  the  Housing  and  Urban 
Development  Act  of  1968.  (For  IHAs  see 
§  805.105  (Applicability  of  civil  rights 
statutes)  and  §  805.106  (Preferences, 
opportunities,  and  nondiscrimination  in 
employment  and  contracting). 

(i)  Propose  no  modernization  program 
to  correct  construction  and  design 
deficiencies  which  are  attributable  to 
failure  to  implement  HUD-approved 
design  and  construction  standards 
which  were  applicable  at  the  time  of  the 
project’s  development. 

(j)  Present  evidence  of  compliance 
widi  resident  participation  requirements 
under  §  868.5  of  this  Part,  or,  for  a 
homeownership  project,  homebuyer 
participation  requirements  under  §  868.6 
of  this  Part; 

(k)  Modernization  woik  under  this 
Part  shall  be  in  compliance  with  any 
applicable  requirements  under  the 
National  Environmental  Policy  Act  of 
1969  (42  U.S.C.  4321  et  seq.),  the 
National  Historical  Preservation  Act 
(Pub.  L  89-665),  the  Archeological  and 
Historic  Preservation  Act  of  1974  (Pub. 

L  93-291),  Executive  Order  11593  on 
Protection  and  Enhancement  of  the 
Cultural  Environment  (including  the 
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procedures  prescribed  by  the  Advisory 
Council  on  Historic  Preservation  in  36 
CFR  Part  800),  the  Clean  Air  Act  (42 
U.S.C.  1857  et  seq.),  the  Federal  Water 
Pollution  Control  Act  (33  U.S.C.  1151  et 
seq.)  and  the  Flood  Disaster  Protection 
Act  of  1973  (42  U.S.C.  4001  et  seq.). 

(l)  For  homeownership  projects  only, 
limit  proposed  modernization 
expenditures  to  eligible  work  items 
which  would  constitute  alterations, 
betterments  or  additions  to  meet 
applicable  HUD  standards  for  family 
housing  need  or  suitability,  including 
work  items  for  energy  conservation  or 
elimination  of  barriers  for  the 
handicapped.  Major  repairs  or 
replacements  are  not  eligible  work  items 
for  homeownership  projects. 

(m)  For  homeownership  projects  only, 
present  evidence  that  the  homebuyer 
family  of  each  unit  to  be  modernized  is  '' 
in  substantial  compliance  with  the  terms 
of  its  Homebuyer  Agreement. 

§  866.S  Resident  participation— Rental 
project 

For  a  rental  project  only,  the  PHA 
shall  notify  the  residents  of  the  project 
to  be  modernized  and  the  resident 
organization,  if  any,  of  the  proposed 
modernization  program,  afford  residents 
a  reasonable  opportunity  to  present 
their  views  on  the  proposed  program 
and  alternatives  to  it,  and  give  fyll  and 
serious  consideration  to  resident 
recommendations.  The  PHA  shall 
provide  HUD  with  an  evaluation  of 
resident  recommendations,  indicating 
the  reasons  for  PHA  acceptance  or 
rejection,  consistent  with  the  priority 
work  items  under  §  868.3  and  the  PHA's 
own  determination  of  efficiency, 
economy,  and  need.  The  PHA  shall  also 
provide  a  copy  of  this  evaluation  to  the 
residents  and  the  resident  organization, 
if  any.  After  HUD  approval  of  the 
modernization  program,  the  PHA  shall 
inform  the  residents  and  the  resident 
organization,  if  any,  of  the  approved 
work  items.  The  provisions  of  this  ' 
section  do  not  apply  to  proposed  work 
items  of  an  emergency  nature,  affecting 
the  life,  health,  and  safety  of  residents. 

§  868.6  Homebuyer  participatton— 
Homeownership  project 

(a)  For  a  homeownership  project  only, 
the  PHA  shall  discuss  the  modernization 
program  with  the  homebuyer  families  of 
the  project  to  be  modernized  and  shall 
advise  them  of  the  effect  of  such 
modernization  on  the  terms  of  their 
Homebuyer  Agreements.  The 
homebuyer  families  shall  be  afforded  a 
reasonable  opportunity  to  present  their 
views  on  the  proposed  program  and  the 
PHA  shall  give  full  and  serious 
consideration  to  their  recommendations 


consistent  with  the  priority  work  items 
imder  S  868.3  and  the  PHA’s  own 
determination  of  efficiency,  economy 
and  need. 

(b)  The  PHA  shall  afford  each 
homebuyer  family  an  opportiinity  (1)  to 
express  its  views  and  preferences  with 
respect  to  the  modernization  of  its  home; 

(2)  to  know  that  the  purchase  price  and 
the  amortization  period  will  be 
increased  as  provided  in  §  868.16;  (3)  to 
know  that  the  family  will  have  an 
opporhmity  to  participate  in  the  regular 
inspection  process  and  in  the  final 
inspection  of  the  work  in  order  to 
determine  completion  in  accordance 
with  the  requirements;  and  (4)  to  decide 
whether  to  participate  in  the  pronam. 

(c)  The  PHA  shall  provide  each 
homebuyer  family  with  a  copy  of  the 
PHA’s  evaluation  of  their 
recommendations,  the  tentative 
decisions  reached  with  respect  to  a 
modernization  program  to  be  submitted 
to  HUD.  the  estimated  cost  of  the 
proposed  modernization  program,  and 
the  amount  of  this  cost  to  be  attributed 
to  its  home. 

(d)  If  the  homebuyer  family  decides  to 
participate  in  the  modernization 
program  with  respect  to  any  of  the 
proposed  work  items,  it  must  agree  in 
writing  that  its  Homebuyer  Agreement 
will  be  amended  upon  approval  of  the 
Final  Application  to  provide  that  as  a 
result  of  the  amount  of  modernization 
cost  attributed  to  its  home,  the  purchase 
price  and  the  amortization  period  will 
be  increased  in  accordance  with 

S  868.16. 

(e)  Any  homebuyer  family  may 
decline  to  participate  without  risk  to  its 
homebuyer  status. 

(f)  Records  of  homebuyer  family 
participation  and  agreements  required 
by  this  section  shall  be  retained  in  the 
PHA’s  files  for  inspection  by  HUD. 

(g)  In  case  of  work  items  of  an 
emergency  nature,  affecting  the  life, 
health  or  safety  of  certain  homebuyer 
families,  the  provisions  of  this  section 
may  be  modified  by  the  PHA  to  the 
extent  necessary  to  permit  expeditious 
discussions  and  agreement  with  the 
affected  homebuyers. 

§  868.7  ProcedtiTM  for  obtaining  approval 
of  a  modernization  program. 

(a)  Informal  consultation.  The  PHA 
shall  consult  with  the  appropriate  HUD 
office  to  discuss  its  modernization 
needs,  to  obtain  information  and  advice 
on  HUD  policies  and  procedures,  and  to 
explore  the  availability  of 
modernization  funds. 

(b)  Preliminary  Application.  ’The  PHA 
shall  submit  to  the  appropriate  HUD 
Office  a  Preliminary  Application  in 
letter  form  which  shall  contain: 


(1)  A  brief  description  and 
justification  of  each  work  item  proposed 
for  each  project  and  the  preliminary 
estimated  amount  of  modernization 
fimds  needed  to  finance  each  work  item; 

(2)  ’The  reasons  the  work  items 
proposed  cannot  be  financed  from 
current  operating  funds  or  development 
funds; 

(3)  An  estimate  of  additional 
modernization  funds,  if  any,  needed  to 
complete  previously  approved 
modernization  programs... 

(c)  HUD-PHA  Joint  Review.  The  PHA 
shall  p€irticipate  in  an  on-site  review 
with  tile  appropriate  HUD  office  to 
develop  a  mutual  agreement  on  the 
scope  of  the  proposed  modernization 
program  and  the  details  of  the  final 
application. 

(1)  ’The  joint  review  shall  include: 

(1)  On-site  inspection  of  the  proposed 
work  items  for  each  project,  the  time  for 
completion,  the  method  of 
accomplishment  (by  contract  or  Force 
Account  Labor),  cost  estimates,  and  the 
method  of  PHA  inspection  of  the  work; 

(ii)  PHA  need  for  the  technical 
services  of  a  professional  architect/ 
engineer  in  planning,  designing,  and 
implementing  all  or  part  of  the  proposed 
modernization  program; 

(iii)  PHA  plan  for  organizing  and 
staffing  the  modernization  program; 

(iv)  PHA  performance  in 
administering  previously  approved 
modernization  programs,  if  applicable; 

(v)  PHA  compliance  with  applicable 
ciidl  rights  statutes,  executive  orders, 
and  regulations  imder  $  868.4(h); 

(vi)  Determination  of  the  applicability 
of  §  868.4(i); 

(vii)  PHA  compliance  with  resident 
participation  requirements  under  §  868.5 
or  §  868.6; 

(viii)  Determination  of  the 
applicability  of  §  868.4(k); 

(ix)  PHA  management  practices;  and 

(x)  Project  characteristics,  including: 

(A)  Anticipated  occupancy  rate  after 
completion  of  the  proposed 
modernization  program; 

(B)  Relationship  of  the  project  to  the 
adjacent  neighborhood: 

(C)  General  physical  condition  of  the 
project’s  systems  and  structures;  and 

(D)  Availability  of  community 
services. 

(2)  HUD  reserves  the  option  to: 

(i)  Deemphasize  the  provisions  of 
paragraph  (c)(l)(ix)  and  paragraph 
(c)(l)(x)  of  titis  section  where  only 
priority  work  items  are  proposed:  and 

(ii)  Exclude  coverage  of  tiiose  items 
required  under  paragraph  (c)(1)  of  this 
section  that  have  been  covered  by  audit 
or  other  HUD  review  process  conducted 
within  the  preceding  six  months. 
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(d)  Final  Application.  Upon 
notification  HUD,  the  PHA  shall 
submit  to  the  appropriate  HUD  office 
the  Final  Application  which  shall 
contain: 

(1)  A  program  budget,  in  a  form 
prescribed  by  HUD,  describing  each 
work  item,  amount  of  modernization 
funds  requested,  method  of 
accomplishment  estimated  dates  for 
starting  and  completing  work,  and  a 
summary  of  work  items  by  project.  For 
homeownership  projects  only:  the  PHA 
shall  submit  with  the  program  budget  a 
statement  listing  which  units  are  to  be 
included  in  this  modernization  program 
and  the  estimated  amount  of  the 
modernization  cost  attributed  to  each 
home.  Copies  of  agreements  signed  by 
each  homebuyer  consenting  to  the 
modernization  work  shall,  pursuant  to 

§  868.6,  also  be  submitted  with  this 
statement; 

(2)  A  work  program,  in  a  form 
prescribed  by  HUD,  stating  the 
estimated  amount  of  modernization 
funds  to  be  expended  and  the  estimated 
work  to  be  completed  for  each  w’ork 
item  by  quarter  for  eight  quarters  (a 
two-year  period); 

(3)  An  organization  and  staffing  plan, 
stating  the  proposed  organization, 
staffing,  and  inspection  of  the  program; 

(4)  A  management  plan,  describing 
any  management  work  items  and 
estimated  progress  by  quarter  for  eight 
quarters  (a  two-year  period]  where 
management  deficiencies  have  been 
identified  by  HUD. 

(i)  A  plan  for  the  utilization  to  the 
fullest  extent  possible  of  minority  and 
female-owned  business  enterprise 
participation  in  the  proposed 
modernization  program.  Such  plan  shall 
include,  but  not  be  limited  to.  the 
identification  of  types  of  businesses 
which  are  minority  and/or  female- 
owned,  as  well  as  the  proposed  dollar 
amounts  which  may  be  awarded  to  such 
businesses. 

(5)  A  PHA  report  on  compliance  by 
the  local  governing  body  with  the  terms 
of  the  Cooperation  Agreement  or  tribal 
Cooperation  Ordinance,  as  applicable 
and  any  additional  services  or  facilities 
that  the  PHA  plans  to  request  from  the 
local  government  body; 

(6)  Environmental  data,  in  a  form 
prescribed  by  HUD,  if  required;  and 

(7)  A  resolution  by  the  PHA  Board  of 
Commissioners: 

(i)  Approving  the  program  budget,  the 
work  program,  the  organization  and 
staffing  plan,  and  the  management  plan; 
and 

(ii)  Certifying  that 

(A)  The  PHA  will  comply  with  all 
policies,  procedures,  and  requirements. 


prescribed  by  HUD  for  the 
modernization  program; 

(B)  The  estimated  costs  of  the 
modernization  program  cannot  be 
funded  fi'om  current  operating  funds; 

(C)  The  proposed  work  items  are 
eligible  for  modernization  funding; 

(D)  The  amount  of  modernization 
funds  requested  represent  the  PHA’s 
best  estimate  of  the  costs  of  the 
modernization  program  described  in  the 
final  application; 

(E)  The  PHA  will  comply  with  civil 
rights  statutes,  executive  orders,  and 
regulations,  as  applicable;  and 

(F)  The  PHA  has  complied  with  HUD 
regulations  and  requirements  under  the 
Flood  Disaster  Protection  Act  of  1973  or 
that  such  regulations  and  requirements 
are  not  applicable. 

(e)  ACC  amendment.  After  HUD 
approval  of  the  PHA’s  final  application, 
the  PHA  shall  enter  into  an  ACC 
amendment  or  an  ACC  to  obtain 
modernization  funds. 

§  8C^.6  Modernization  project 

(a)  For  purposes  of  financing 
modernization,  each  modernization 
program  approved  for  a  PHA  shall  be 
treated  as  a  separate  modernization 
project.  The  modernization  project  may 
include  improvements  to  one  or  more 
projects.  Improvements  to  a  single 
project  may  be  included  in  more  than 
one  modernization  project. 

(b)  HUD  and  the  PHA  shall  enter  into 
an  ACC  amendment,  in  a  form 
prescribed  by  HUD,  for  each 
modernization  project.  The  ACC 
amendment  shall  provide  for  the 
payment  of  annual  contributions 
sufficient  to  amortize  the  modernization 
cost  over  a  period  of  no  more  than  20 
years,  and  shall  require  low-income  use 
of  the  housing  for  not  less  than  20  years 
(subject  to  sale  of  homeownership  units 
in  accordance  with  the  terms  of  the 
ACC). 

§  868.9  Contracting  requirements. 

(a)  Compliance  with  State,  tribal,  and 
local  law.  The  PHA  shall  comply  with 
State,  tribal  and  local  laws  applicable  to 
bidding  and  contract  award. 

(b)  PHA  agreement  with  architect/ 
engineer.  The  PHA  shall  submit  the 
proposed  agreement,  if  any.  with  an 
architect/engineer  for  technical  services 
to  the  appropriate  HUD  office  for  review 
and  approval  before  executing  the 
agreement. 

(c)  Bidding  documents.  The  PHA  shall 
submit  complete  plans,  drawings, 
specifications,  and  other  related 
documents  for  each  proposed 
modernization  contract  over  $50,000  to 
the  appropriate  HUD  office  for  review 
and  approval  before  inviting  bids.  If  the 


Director  of  the  HUD  o^ce  with  which 
the  PHA  normally  transacts  its  low- 
income  housing  business  determines 
that  an  individual  PHA  has  not 
demonstrated  satisfactory  performance, 
the  PHA  shall  submit  bidding 
documents  for  each  proposed 
modernization  contract  over  $5,000. 

(d)  Contract  award.  (1)  The  PHA  shall 
submit  all  documents  relating  to  the 
proposed  award  of  modernization 
construction  and  equipment  contracts  to 
the  appropriate  HUD  office  for  review 
and  approval  before  making  an  award 
where: 

(1)  The  amount  of  the  contract  exceeds 
the  amount  included  in  the  latest 
approved  modernization  program 
budget; 

(ii)  The  bidder  attempts  to  withdraw  a 
bid,  alleging  a  mistake;  or 

(iii)  The  PHA: 

(A)  Receives  a  single  bid; 

(B)  Proposes  to  disqualify  the  low 
bidder, 

(C)  Proposes  to  reject  all  bids 
received;  or 

(D)  Revises  the  contract  documents 
for  readvertising,  as  applicable  under 
paragraph  (c)  of  this  section. 

(2)  In  all  o^er  instances,  the  PHA 
shall  make  the  award  without  HUD 
review  and  approval  after  the  PHA 
Board  of  Commissioners  or  the 
designated  PHA  official  has  certified 
that: 

(i)  The  bidding  was  conducted  in 
compliance  with  applicable  State,  tribal 
and  local  laws  and  Federal  regulations; 

(ii)  The  award  does  not  exceed  the 
amount  included  in  the  latest  approved 
modernization  program  budget; 

(iii)  The  low  bid  has  been  accepted; 

(iv)  The  award  has  been  informally 
cleared  with  the  appropriate  HUD  office 
to  determine  that  the  contractor  is  not 
on  the  Consolidated  List  of  Debarred, 
Suspended,  and  Ineligible  Contractors 
and  Grantees;  and 

(v)  The  PHA  has  complied  with  the 
HUD-approved  plan  for  the  utilization  of 
minority  and  female-owned  business 
enterprises. 

(e)  Contract  changes  and  time 
extensions.  Except  in  an  emergency 
endangering  life  or  property,  the  PHA 
shall  submit  to  the  appropriate  HUD 
office  for  review  and  approval  all 
proposed  contract  changes  that  exceed 
the  latest  approved  budget  amount  or 
change  the  approved  scope  of  the  work 
by  adding  new  work  items,  deleting 
approved  work  items  or  lowering  the 
quality  of  the  work  or  materials  and  all 
proposed  time  extensions  for  causes 
beyond  the  contractor’s  control.  This 
submission  to  HUD  shall  be  made 
before  issuing  the  proposed  changes  to 
the  contractor. 


Federal  Register  /  Vol.  44,  No.  216  /  Tuesday,  November  6,  1979  /  Rules  and  Regulations  64201 


(f)  Contract  settlement.  Regardless  of 
the  amount  of  the  contract,  the  PHA 
shall  submit  all  documents  for  final 
payment  of  the  contractor  to  the 
appropriate  HUD  office  for  review  and 
approval  before  making  the  payment. 

§  868.10  Labor  provisions. 

(a)  HUD-determined  wage  rates. 
Under  section  12  of  the  Act,  the  PHA 
and  its  contractors  shall  pay  not  less 
than  the  wages  prevailing  in  the  locality, 
as  determined  or  adopted  (subsequent 
to  a  determination  under  applicable 
State,  tribal,  or  local  law)  by  the 
Secretary,  to  all  architects,  technical 
engineers,  draftsmen,  and  technicians 
employed  by  the  PHA  itself  or  by  an 
architect/engineer  or  other  contractor 
engaged  by  the  PHA  for  a  modernization 
program,  and  to  all  laborers  and 
mechanics  employed  by  the  PHA  itself 
or  by  a  contractor  engaged  by  the  PHA 
in  carrying  out  (1)  Major  Repairs  as 
defined  in  §  868.2  of  this  part  or  (2) 
replacements,  due  to  normal  wear  and 
tear,  by  items  of  substantially  the  same 
kind. 

(b)  Davis-Bacon  Act.  Under  section  12 
of  the  Act  the  PHA  and  its  contractors 
shall  pay  not  less  than  the  wages 
prevailing  in  the  locality,  as 
predetermined  by  the  Secretary  of 
Labor,  under  the  Davis-Bacon  Act  (40 
U.S.C.  276a  et  seq.),  to  all  laborers  and 
mechanics  employed  by  the  PHA  itself 
or  by  a  contractor  engaged  by  the  PHA 
for  modernization  work  or  contracts 
over  $2,000,  except  major  repairs  as 
defined  in  §  868.2  of  this  part  or 
replacements  due  to  normal  wear  and 
tear  by  items  of  substantially  the  same 
kind. 

§  868. 1 1  Requests  for  modernization 
funds. 

To  request  modernization  funds 
against  the  approved  modernization 
program,  the  PHA  shall: 

(a)  Consult  informally  with  the 
appropriate  HUD  office  as  to  the  amount 
of  modernization  funds  needed  for  the 
time  period  in  question,  the  immediacy 
of  need,  and  the  method  of  Hnancing; 

(b)  Submit  a  request  to  the 
appropriate  HUD  office  for  only  the 
amount  of  modernization  funds  needed 
fb'r  the  time  period  in  question  and 
support  the  request  with  a  written 
justification,  in  a  form  prescribed  by 
HUD:  and 

(c)  Submit  the  latest  required  progress 
reports  under  §  868.12(b)  and  §  868.12(c), 
unless  the  Brst  required  report  is  not  yet 
due. 

S  868.12  Monitoring  and  evaluation. 

(a)  On-site  physical  inspections.  The 
PHA  shall  provide,  by  contract  or 


otherwise,  adequate  and  competent 
supervisory  and  inspection  personnel 
during  modernization,  whether  the  work 
is  performed  by  contract  or  Force 
Account  Labor  and  with  or  without  the 
services  or  an  architect/engineer,  to 
assure  work  quality  and  progress. 

(b)  Progress  reporting.  For  each 
quarter  until  completion  of  the 
modernization  program,  the  PHA  shall' 
submit,  in  a  form  prescribed  by  HUD,  to 
the  appropriate  HUD  office: 

(1)  A  modernization  quarterly 
progress  reporL  showing  the  PHA’s 
actual  performance  in  comparison  with 
its  planned  performance  contained  in 
the  modernization  work  program,  by 
work  item  for  each  project,  including  the 
planned  and  actual  expenditures  during 
the  preceding  quarter  and  cumulatively, 
and  the  work  planned  but  not 
accomplished. 

(2)  An  explanation,  including  the 
reasons  for  the  deficiency  and  the 
corrective  actions  which  the  PHA  has 
planned  or  taken,  where  the 
modernization  quarterly  progress  report 
indicates: 

(i)  An  overrun  or  imderrun  of  10 
percent  or  more  in  actual  cumulative 
expenditures  in  comparison  with 
planned  cumulative  expenditures;  or 

(ii)  Any  work  planned  but  not 
accomplished  during  any  previous 
quarter. 

(3)  A  narrative  report,  describing  the 
PHA's  actual  performance  in 
comparison  with  its  planned 
performance  contained  in  the 
modernization  management  plan, 
including  the  current  status  of  each 
management  work  item  and  an 
explanation  if  no  progress  has  been 
made. 

(c)  Progress  reporting  for  previously 
approved  modernization  programs. 
Beginning  with  the  quarter  ending 
March  31, 1977,  for  each  quarter  until 
completion  of  the  modernization 
program,  the  PHA  shall  submit,  in  a 
form  prescribed  by  HUD,  to  the 
appropriate  HUD  office: 

(1)  A  statement  of  modernization 
costs  for  each  incomplete  modernization 
program;  and 

(2)  A  summary  report  on  the  status  of 
all  modernization  funds  approved  before 
July  1, 1974. 

(d)  Construction  reporting.  The  PHA 
shall  submit  construction  progress 
reports,  on  forms  prescribed  by  HUD,  to 
the  appropriate  HUD  office. 

(e)  A  report  on  the  implementation  of 
the  plan  for  utilization  of  minority  and 
female-owned  business  enterprises  in 
the  modernization  program. 


§  868.13  Revisions  of  the  modernization 
program  budget 

The  PHA  shall  not  incur  any 
modernization  cost  in  excess  of  the  total 
approved  modernization  budget.  The 
PHA  shall  submit  a  revision  of  the 
modernization  budget,  in  a  form 
prescribed  by  HUD,  to  the  appropriate 
HUD  office  for  review  and  approval  if 
the  PHA  plans  (within  the  total 
approved  modernization  budget)  to: 

(a)  Delete  or  substantially  revise 
approved  work  items; 

(b)  Add  new  work  items;  or 

(c)  Incur  modernization  costs  in 
excess  of  the  approved  budget  amoimt 
for: 

(1)  A  work  item;  or 

(2)  Any  project. 

§  868.14  Revisions  of  the  modernization 
work  program. 

The  PHA  shall  submit  a  revision  of 
the  modernization  work  program,  in  a 
form  prescribed  by  HUD,  to  the 
appropriate  HUD  office  for  review  and 
approval  where  there  is: 

'  (a)  A  revision  of  the  modernization 
program  budget;  or 

(b)  A  determination  by  the 
appropriate  HUD  office  that  the  PHA  is 
unable  to  complete  the  modernization 
program  within  the  two-year  period 
because  of: 

(1)  Circumstances  beyond  the  control 
of  the  PHA;  or 

(2)  Improper  PHA  administration  of 
the  modernization  program. 

§  868.15  Completion  of  modernization 
programs. 

Upon  completion  of  modernization 
programs,  the  PHA  shall  submit  the 
actual  modernization  cost  certificate,  in 
a  form  prescribed  by  HUD,  to  the 
appropriate  HUD  office  for  review,  audit 
verification,  and  approval.  If  the  audited 
modernization  cost  certificate  indicates 
that  excess  funds  have  been  approved, 
the  PHA  shall  dispose  of  the  excess 
funds  as  directed  by  HUD.  If  the  audited 
modernization  cost  certificate  discloses 
imauthorized  expenditures,  the  PHA 
shall  take  such  corrective  action  as 
HUD  may  direct.  The  PHA  shall  enter 
into  an  ACC  amendment  to  reflect 
actual  modernization  costs  or  corrective 
action  taken,  where  determined 
necessary  by  HUD. 

§  868.16  Effect  on  purohase  price  and 
amortization  period. 

(a)  Promptly  after  HUD  approval  of 
the  Final  Application,  the  PHA  and  the 
homebuyer  shall  execute  an  amendment 
to  the  Homebuyer  Agreement,  reflecting 
an  increase  in  the  purchase  price  of  the 
home  and  an  extension  of  the  purchase 
price  amortization  period  in  accordance 
with  §  868.16  (b)  or  (c). 
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(b)  For  Turnkey  III  projects  and  for 
Mutual  Help  projects  placed  imder  ACC 
from  March  9, 1976  or  converted  in 
accordance  with  24  CFR  805.428: 

(1)  The  amount  of  estimated 
modernization  cost  attributable  to  the 
home  as  shown  in  the  HUD-approved 
Final  Application,  shall  be  added  to  the 
homebuyer’s  purchase  price  as  initially 
determined  (under  24  CFR  804.113(a)  or 
804.115(b)  for  Turnkey  III  projects,  or 
under  24  CFR  805.422  (b)  or  (c)  for 
Mutual  Help  projects). 

(2)  The  period  of  the  homebuyer’s 
current  purchase  price  schedule  shall  be 
extended  by  the  same  percentage  as  the 
percentage  of  increase  in  the 
homebuyer's  purchase  price.  The  new 
purchase  price  schedule  shall: 

(i)  show  monthly  amortization  of  the 
new  purchase  price  over  a  period 
commencing  on  the  same  day  as  the 
original  purchase  price  schedule  and 
terminating  at  the  end  of  the  extended 
period;  and 

(ii)  be  computed  on  the  basis  of  the 
same  interest  rate  as  used  for  the 
current  purchase  price  schedule. 

(3)  If  a  modernization  program  is 
approved  for  a  project  after  one  or  more 
earlier  modernization  programs  for  the 
same  project, the  total  amount  of 
modernization  cost  attributable  to  the 
home  under  the  prior  modernization 
program(s)  shall  be  included  as  part  of 
the  homebuyer’s  initial  purchase  price  in 
applying  the  foregoing  provisions  of 
paragraphs  (b)  (1)  and  (2). 

(c)  For  Mutual  Help  projects  placed 
under  ACC  before  March  9, 1976,  and 
not  converted  in  accordance  with  24 
CFR  805.428: 

(1)  'These  projects  do  not  involve 
purchase  price  schedules  for 
amortization  of  the  homebuyer’s 
purchase  price  over  a  fixed  period  of 
time  because  the  homebuyer’s  purchase 
price  in  these  projects  is  based  on  the 
unamortized  balance  of  the  portion  of 
the  project’s  development  debt 
attributable  to  the  home.  Consequently, 
it  is  necessary  to  establish  a  separate 
schedule  for  ^e  amortization  of  the 
estimated  modernization  cost 
attributable  to  the  home,  as  shown  by 
the  HUD-approved  Final  Application. 

(2)  The  PHA  shall  furnish  to  the 
homebuyer  a  schedule  showing  monthly 
amortization  of  the  estimated 
modernization  cost  attributable  to  the 
home,  at  the  Minimum  Loan  Interest 
Rate  specified  in  the  ACC  for  the 
modernization  project,  over  a  period 
commencing  on  the  first  day  of  the 
month  after  the  date  of  original 
occupancy  of  the  home  by  the 
homebuyer  and  terminating  at  the  end  of 
the  period  determined  as  follows: 


(i)  Divide  the  amount  of  the  estimated 
modernization  cost  attributable  to  the 
home  (including  the  total  amount  of 
modernization  cost  attributable  to  the 
home  xmder  prior  modernization 
programs,  if  any)  by  the  amount  of  the 
initial  debt  attributable  to  the  home. 

(ii)  Multiply  this  amount  by  25,  round 
the  result  to  the  next  higher  number  and 
add  that  number  to  25.  This  is  the 
number  of  years  to  be  used  as  the  period 
for  the  modernization  amortization 
schedule. 

(iii)  The  purchase  price  for  the  unit 
shall  be  the  sum  of  (A)  the  balance  of 
the  debt  attributable  to  the  home  and  (B) 
the  amount  remaining  on  the 
modernization  schedule. 

Issued  at  Washington,  D.C.,  October  30, 
1979. 

Lawrence  B.  Simons, 

Assistant  Secretary  for  Housing — Federal 
Housing  Commissioner. 
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